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KEY ECONOMIC INDICATORS 


INCOME, PRODUCT & EMPLOYMENT 1978 


GDP, current prices (J$M) 3752 4231 
GDP, current prices (USS$M) 2452 2376 
GDP, constant prices ('74J$M) 1973 1934 
GDP, constant prices ('74US$M) 1290 1087 
Per capita GDP, current (J$) 1767 1969 
Per capita GDP, current (US$) 1155 1106 
Per capita GDP, constant ('74J$) 929 900 
Per capita GDP, constant ('74US$) 608 506 
Unemployment rate (average) 24.5 27.8 


OUTPUT OF MAJOR PRODUCTS (000's of metric tons) 


Bauxite 11736 11530 
Alumina 2074 2142 
Cement 293 225 
Sugar 292 265 
Bananas (exports) 75 69 


MONETARY DATA 


Inflation (Dec. to Dec.) 
Prime Commercial lending rate 


BALANCE OF PAYMENTS & TRADE 


Exchange rate (US$1.00=J$) 

Net foreign exchange reserves (US$M) 
Public external debt (US$M) 

Annual external debt service (US$M) 
Balance of current account (US$M) 
Exports (f.0.b.) (USS$M) 

U.S. shares of exports (%) 

Imports (c.i.f.) (USS$M) 

U.S. share of imports (%) 


TOURISM 


Landed visitors (0000's) 
Gross foreign exchange earnings (US$M) 


*U.S. Embassy estimates 
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SUMMARY 


The Jamaican economy continued its downward slide in 1980, with a 
3.5 percent decrease (U.S. Embassy estimate) in gross domestic 
product (GDP). As in previous years, the major cause of the de- 
cline was the scarcity of foreign exchange for the purchase of im- 
ports needed by the country's industries and agriculture. Political 
violence during the 1980 political campaign acted as a further 
depressant on economic activity. Both unemployment and inflation 
increased in 1980. 


Jamaica's balance of payments also worsened during the year; the 
current account deficit was larger, and net foreign exchange re- 
serves continued to fall. Only one of the major sectors of the 
economy, bauxite/alumina, achieved a growth in real output from the 
previous year's level. 


The outlook for Jamaica's economic future, however, is much better 
than its recent record. The administration, elected in October 
1980, has developed an economic strategy that will provide the 
foreign exchange needed to finance imported raw materials and other 
inputs for manufacturing, agriculture, and tourism. With greater 
capacity utilization in these sectors and in the mining sector, 
Jamaica will be able to earn, on a continuing basis, a larger part 
of the foreign exchange it needs for further economic growth. This 
progress will be facilitated by the business confidence that has 
developed in Jamaica since the election last year. This more posi- 
tive attitude toward the country's economic future is reflected in 
the proposals for significant new investment which the Government 
has already received and the formation of a major U.S. business 
committee to promote investment in and trade with Jamaica. 


The output of the Jamaican economy is forecast by U.S. Embassy, 
Kingston, to increase by some 2 to 3 percent in 1981--the first 
real growth in GDP in 8 years. Also, for the first time in many 
years, Jamaica will have sufficient foreign exchange to cover its 
import needs. This situation and the outlook for even better eco- 
nomic performance in subsequent years will offer U.S. business 
many new trade and investment opportunities. 


CURRENT SITUATION AND TRENDS 


The Macroeconomy 


Performance and outlook: The Jamaican economy, which enjoyed rapid 
and sustained growth during the 1960's and early 1970's, experi- 
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enced its seventh consecutive year of decline in 1980. According 
to the U.S. Embassy's preliminary estimate, GDP fell last year 3.5 
percent from the previous year's total. While official income and 
product data have yet to be released by the Jamaican Government, 
preliminary indications suggest that, of the economy's major sec- 
tors, only bauxite/alumina experienced real growth. The economy's 
continued poor performance through 1980 was due to, as in immedi- 
ately previous years, severe shortages of imported raw materials 
and other inputs for manufacturing and agriculture due to the 
scarcity of foreign exchange. Economic activity in 1980 was fur- 
ther hampered by an election campaign attended by political vio- 
lence, labor union unrest, and resulting entrepreneurial unwill- 
ingness to push new endeavors until the outcome of the national 
elections in October and the economic policies of the new adminis- 
tration were known. 


As a result of the continued economic decline and the ballooning 
growth of the labor force due to demographic factors, Jamaica's 
unemployment rate continued to climb. It reached an estimated 33 
percent in October 1980 and continued to increase until seasonal 
employment in agriculture picked up in January 1981. We estimate 
the average unemployment rate for 1980 was about 31 percent. The 
nation's inflation rate, after falling sharply to 20 percent in 
1979 from a record 49 percent in 1978, climbed once again in 1980 
to about 28 percent. 


As noted above, the scarcity of foreign exchange has been a princi- 
pal cause of economic deterioration in Jamaica. To address this 
problem, the administration elected in October 1980 has developed 

a three-part strategy that calls for (1) large-scale emergency 
balance-of-payments assistance to be used to finance imported raw 
materials, spare parts, and other inputs for manufacturing, agricul- 
ture, and tourism; (2) a major increase in foreign exchange earnings 
from exports and tourism by the greater utilization of existing 
capacity; and (3) increased new investment by both domestic and 
foreign entrepreneurs to achieve a sustainable balance-of<payments 
pattern. 


The first part of this strategy is now virtually assured. The Gov- 
ernment is concluding negotiations with the International Monetary 
Fund on a program that would provide some $700 million in balance- 
of-payments support over the next 3 years, about $300 million of 
which would be available in the first year. In addition, it is in 
the final stages of negotiations with other multilateral financial 
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institutions, with bilateral donors, and with commercial banks for 
even greater amounts in financing. Together, this financing will 
provide the Jamaican economy the foreign exchange needed to facil- 
itate real GDP growth of 2 to 3 percent in 1981. This increased 
economic activity, principally the increased capacity utilization 
that is the second part of the Government's strategy, will also 
generate an increasing portion of the foreign exchange necessary 
for sustained growth. 


The third part of the recovery strategy, new investment, will take 
longer to realize but a good beginning has been made. In the 

first 6 weeks of this year, the Government received 114 investment 
proposals which, if completely implemented, would be worth over 
$300 million. These proposals come from both foreign and local 
investors and are concentrated in manufacturing and agriculture. 
Additional interest in investment in Jamaica is evidenced by the 
announcement on February 24, 1981, of the formation of the U.S. 
Business Committee on Jamaica, headed by David Rockefeller of Chase 
Manhattan Bank and composed of the chief executive officers of many 
other major U.S. corporations. The committee will promote U.S. 
investment in and trade with Jamaica. 


Constraints and obstacles: Despite this auspicious beginning, 
economic recovery in Jamaica will face a number of constraints in 
the short term. A historically strong and increasingly militant 
union movement is likely to resist any attempt at the real wage 
restraint that is implicit in the administration's economic strat- 
egy. Additionally, the large and increased pool of unemployed 
will seek welfare-oriented government expenditures, and this will 
be at variance with the stated objectives of the Government to 
reduce its expenditures as a percentage of GDP and to shift from 
consumption expenditures toward greater emphasis on capital forma- 
tion. The relatively high cost of the country's agricultural and 
much of its manufactured products will also hinder the Government's 
export thrust. High energy cost to local users and a large energy 
import bill will continue to be problems. Finally, the traditional 
shortage of managerial and technical skills, exacerbated by sub- 
stantial emigration in recent years, will certainly constrain the 
expansion of all economic activity. 


Sectoral Analysis 


Bauxite and alumina: Total bauxite production in 1980 was 12.1 
million metric tons, a 4.6 percent increase over the 1979 produc- 
tion level and the highest volume achieved since 1974. Just over 
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half of the production was exported as bauxite ore, while the re- 
mainder was refined into 2.4 million metric tons of alumina before 
being exported. 


In 1981, the U.S. Government will announce a procurement program 
for the U.S. strategic stockpile. This program could include about 
One million tons of Jamaican-type bauxite, the production of which 
could easily be generated by existing mines in Jamaica. Without 
this production for the U.S. strategic stockpile, total bauxite _ 
production in 1981 should reach 12.5 million metric tons. All of 
the increase will be used for increased alumina production, which 
should reach 2.65 million metric tons. 


Beyond 1981, the outlook for increased alumina production/export-- 
and increased bauxite ore exports if sales to the U.S. strategic 
stockpile take place--is good. Alcoa, which operates in partner- 
ship with the Jamaican Government, is currently negotiating on the 
possible doubling of its current 550,000 metric tons annual capa- 
city. Alumina Partners of Jamaica (ALPART--a partnership of 
Kaiser, Reynolds, and Anaconda) is undertaking a $100 million ex- 
pansion program to raise its alumina production to 1.3 million 
metric tons in 1983 (from about 1 million metric tons in 1980) and 
is contemplating a further expansion to a 1.5 million metric ton 
capacity by 1985. ALPART is also examining a proposal to raise its 
total production to 2.1 million metric tons. 


Agriculture: Agricultural output, which normally accounts for 9 
to 10 percent of Jamaica's GDP, declined for the second straight 
year in 1980, as shortages of imported inputs, adverse weather 
conditions, and inefficient government participation in the sector 
combined to reduce production 4 percent from its 1979 level. Both 
food and export crops suffered. Losses in export agriculture, 
however, were particularly heavy, as severe declines in sugar and 
banana production and exports were only partially offset by in- 
creases in coffee, citrus, tobacco, and spice crops. Altogether, 
export earnings from agriculture in 1980 appear to have declined 

6 to 8 percent from 1979's level of $105 million. 


From 1981, a modest recovery can be expected, based primarily upon 
the greater availability of foreign exchange for imported inputs. 
We project real agricultural outputs to increase 4 to 6 percent, 
with export earnings increasing somewhat more, due to price in- 
creases. Sugar production should increase marginally to 265,000 
metric tons from 1980's 251,000 metric tons. Similarly, banana 
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exports should recover from the ravages of Hurricane Allen, rising 
to 45-50 thousand metric tons from 1980's alltime low of 33 thou- 
sand metric tons. As for other crops, coffee and citrus production 
should decline by 40 and 20 percent, respectively, primarily as a 
result of cyclical factors, while tobacco, spice, and food crops 
should show moderate increases. 


Tourism: With estimated net foreign exchange receipts for 1980 of 
$158 million, the tourist industry in 1980 had a 9 percent increase 
in nominal earnings over 1979. However, the number of visitor ar- 
rivals recorded for 1980 was down 9 percent from 1979's record 
level of 593,571 visitors. The violence associated with the na- 
tional elections in 1980, especially in the second half of the 
year, effectively dashed tourism prospects for 1980 and the early 
months of 1981. The recession in the major North American and 
European tourist markets also contributed to the problems of the 
Jamaican industry. 


The 1981 tourist season did not begin favorably for many of the 
industry's establishments.. Most hotels reported low occupancy 
levels through January but are since reporting a significant up- 
swing in arrivals and bookings. Prospects for the remainder of 
1981 and through 1983, to a large extent, depend upon the perform- 
ance of the economies in the North American and European markets, 
and the crime and violence plagued image of Jamaica being over- 
come under the new government. As a consequence, hoteliers and 
tourist industry officials are confident that business will con- 
tinue to be favorable in the second half of 1981 and beyond. We 
forecast tourism's net foreign exchange earnings will be $200 mil- 
lion in 1981, $250 million in 1982, and $320 million in 1983. 
While these figures are possibly too optimistic, existing hotel 
capacity can easily accommodate the number of visitors implied by 
the figures and Jamaican tourism could get a big boost from the 
Reagan administration's efforts to amend the U.S.-Jamaica tax 
treaty to allow U.S. tax deductions for business conventions held 
in Jamaica. 


Manufacturing: Jamaican manufacturing has traditionally been di- 
rected toward small-scale production for a protected domestic 
market, but since the total output of the sector began to decline 
in 1974, exports have garnered an increasing share of production. 
These trends continued in 1980, with some acceleration in the rate 
of production decline. Preliminary data suggest that increased 
production was recorded only for cornmeal, salted fish, flour, 
tobacco, and alcoholic beverages, while all other categories ex- 
perienced decline. 
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For 1981, the Government's intention is to remove the constraints 
on the sector's operation--inadequate raw material supplies, lack 
of machinery replacement parts, and bureaucratic and administrative 
bottlenecks. Resources and efforts will be heavily concentrated 

in export-oriented industries within the manufacturing sector. The 
aim is to turn the sector, despite its high import content, into a 
net earner of foreign exchange. Manufacturing will likely experi- 
ence approximately a 7 percent growth rate in 1981, but this trans- 
lates into a modest increase in absolute quantity since the increase 
is from a small base. The outlook beyond 1981, as new investment 
projects are put in place, is much brighter. 


Government: Real expenditure by the Central Government in the 
Jamaican financial year (JFY) 1980-81 declined for the second con- 
secutive year. The severity of the fiscal austerity which the Gov- 
ernment imposed on itself is evidenced by the fact that JFY 1980-81 
represents the lowest level of real expenditure in 7 years. This 
was made necessary by an effort to contain the size of the budget 
deficit--in order to reduce inflationary pressures--in the face of 
falling revenue, a consequence of the continued decline in economic 
activity. Though below the real level of previous years, 1980-81 
expenditure overran original estimates as a result of relief and 
reconstruction expenses in the wake of Hurricane Allen, the Govern- 
ment's inability to reduce the size of the public sector labor 
force, wage increases granted through the year, and the political 


difficulty of shaving welfare and social programs in an election 
year. This combination of expenditure overruns and revenue short- 
falls were likely to yield an overall government deficit equal to 
some 14-15 percent of GDP when the fiscal year ended on March 31, 
1981. 


For the coming fiscal year, JFY 1981-82, the new administration has 
pledged to begin reducing the current deficit (which will probably 
reach 5 percent of GDP in JFY 1980-81) and plans to achieve a cur- 
rent account surplus by JFY 1983-84. During this 3-year period, it 
will also reduce government expenditures as a proportion of total 
GDP and reduce the overall fiscal deficit. This program is designed 
to reduce inflationary pressures and to make a greater portion of 
banking sector finance available to the private sector. 


IMPLICATIONS FOR THE UNITED STATES 
The United States is far and away Jamaica's most important trading 


partner, and U.S. companies have provided the bulk of the foreign 
investment now at work in the country. This is not surprising given 
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Jamaica's proximity to the United States. Between 1973 and 1980, 
however, relations between Jamaica and business interests in the 
United States, and other industrialized countries, soured consid- 
erably. This was the result of the perceived anti-U.S. and anti- 
private sector policies of the previous administration and the 
staggering balance-of-payments deficits and consequent foreign 
exchange scarcity which constrained external trade and profits 
remittances in recent years. The policies of the new administra- 
tion in Jamaica are designed to reverse this trend. Foreign in- 
vestors are welcomed--indeed, courted--and increased foreign 
exchange availability will again make Jamaica a good market for U.S. 
exports. h 


Trade Opportunities: Although the United States remains Jamaica's 
most important trading partner, the U.S. share of this country's 
trade over the last decade has shrunk from 42 percent in 1971 to 
approximately 35 percent in 1980. With adequate foreign exchange 
resources for at least the immediate future and the administration's 
emphasis on increased production and exports, Jamaica will again 
turn to the United States for the supply of capital goods, spare 
parts, raw materials, and other inputs on which the growth of its 
manufacturing, agriculture, and tourism will depend. Over the next 
year and beyond, there will be particular demand for fertilizers 
and pesticides; chemicals to support the pharmaceutical and cos- 
metic industries; metal, paper, textile, and plastic products for 
Jamaica's light fabrication and packaging industries; basic foods, 
particularly cereals, meat, fish, and dairy products; and capital 
goods and spare parts for virtually every industry in Jamaica. 


Investment Opportunities: Jamaica's proximity to the U.S. market, 
where 95 percent of its exports currently enter duty free; its 
preferential access to the European Economic Community market; its 
well developed economic infrastructure and financial system; its 
low wages by Caribbean and Latin American standards; its year-round, 
moderate climate; and its excellent shipping connections provide a 
foreign investor advantages that are matched in few countries in 
the world. In addition, the new administration has made clear its 
encouragement of foreign investment and has set up special govern- 
ment mechanisms to facilitate the establishment of new business 
enterprises. All these factors, combined with the investment in- 
centives introduced by previous administrations, and which the new 
administration will continue, give Jamaica an especially attractive 
investment climate. Particular opportunities exist for investment 
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in horticulture, food processing, coffee, tropical fruits, farms 
for fish, shrimp, and lobster, mining of marble and gypsum, data 
processing, electronics assembly, manufacturing of garments, cigars, 
furniture, and the entire range of tourism activities. 
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